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NOTE ABOUT FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K contains forward-looking statements within the meaning of the Private Securities
Litigation Reform Act of 1995. These statements include, among other things, statements regarding plans, objectives,
goals, strategies, future events or performance and underlying assumptions and other statements, which are other than
statements of historical facts. Forward-looking statements may appear throughout this report, including without
limitation, the following sections: Item 1 “Business,” Item 1A “Risk Factors,” and Item 7 “Management’s Discussion and
Analysis of Financial Condition and Results of Operations.” Forward-looking statements generally can be identified by
words such as “anticipates,” “believes,” “estimates,” “expects,” “intends,” “plans,” “predicts,” “projects,” “will be,” “will cont
likely result,” and similar expressions. These forward-looking statements are based on current expectations and
assumptions that are subject to risks and uncertainties, which could cause our actual results to differ materially from
those reflected in the forward-looking statements. Factors that could cause or contribute to such differences include,

but are not limited to, those discussed in this Annual Report on Form 10-K, and in particular, the risks discussed under
the caption “Risk Factors” in Item 1A and those discussed in other documents we file with the Securities and Exchange
Commission (SEC). Important factors that in our view could cause material adverse affects on our financial condition
and results of operations include, but are note limited to, the risks and uncertainties related to our future operational

and financial results, competitive factors, the timing of the openings of other clubs, the availability of acceptable
financing to fund corporate expansion efforts, our dependence on key personnel, the ability to manage operations and

the future operational strength of management, and the laws governing the operation of adult entertainment

businesses. We undertake no obligation to revise or publicly release the results of any revision to any forward-looking
statements, except as required by law. Given these risks and uncertainties, readers are cautioned not to place undue
reliance on such forward-looking statements.

29 ¢ LT3 EEINT3 LN

EEINT3 9 ¢

As used herein, the “Company,” “we,” “our,” and similar terms include Rick’s Cabaret International, Inc. and its subsidiaries,
unless the context indicates otherwise.
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PART I

Item 1. Business.

INTRODUCTION

Rick's Cabaret International, Inc. was incorporated in the State of Texas in 1994. Through our subsidiaries, as of
December 1, 2012, we own and/or operate a total of thirty-four adult nightclubs that offer live adult entertainment,
restaurant and bar operations. We also own a sexually oriented business license at one other location which will be
opened in January 2013. The Company has one reportable segment, nightclubs.

SCHEDULE OF CLUBS

. Date
Name of Nightclub Acquired
Club Onyx, Houston, TX 1995
Rick's Cabaret, Minneapolis, MN 1998
XTC Cabaret, Austin, TX 1998
XTC Cabaret, San Antonio, TX 1998
Rick's Cabaret, Houston, TX 2000

XTC Cabaret North, Houston, TX 2004
Rick's Cabaret, New York City, NY 2005

Club Onyx, Charlotte, NC 2005
Rick's Cabaret, San Antonio, TX 2006
XTC Cabaret South, Houston, TX 2006
Rick's Cabaret, Fort Worth, TX 2007
Tootsie's Cabaret, Miami Gardens, FL. 2008
XTC Cabaret, Dallas, TX 2008
Club Onyzx, Dallas, TX 2008
Club Onyx, Philadelphia, PA 2008
Rick's Cabaret, Austin, TX 2009
Cabaret North, Fort Worth, TX 2009
Cabaret East, Fort Worth, TX 2010
XTC Cabaret, Fort Worth, TX 2010

Rick's Cabaret DFW, Fort Worth, TX 2011
Downtown Cabaret, Minneapolis, MN 2011
Rick's Cabaret, Indianapolis, IN 2011
Temptations, Aledo, TX 2011
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Silver City Cabaret, Dallas, TX 2012
Jaguar's Club, Odessa, TX 2012
Jaguar's Club, Phoenix, AZ 2012
Jaguar's Club, Lubbock, TX 2012
Jaguar's Club, Longview, TX 2012
Jaguar's Club, Abilene, TX 2012
Jaguar's Club, Edinburg, TX 2012
Jaguar's Club, El Paso, TX 2012
Jaguar's Club, Harlingen, TX 2012
Shotgun Willy's, Lubbock, TX 2012
Jaguar's Club, Beaumont, TX 2012
Rick's Cabaret, Odessa, TX (1) 2012
(1) To be opened in 2013.
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The revenue size of our nightclubs for the year ended September 30, 2012 is as follows, excluding the 11 clubs
acquired in mid-September 2012:

Number
of Clubs
I - $10 Million to $25 Million 2
IT - $4 Million to $10 Million 6
I1I - $0 to $4 Million 16

Revenue Tiers:

Our website address is www.Ricks.com. We also have an investors’ website — www.ricksinvestor.com. Upon written
request, we make available free of charge our Annual Report on Form 10-K, Quarterly Reports on Form 10-Q,
Current Reports on Form 8-K, and all amendments to those reports as soon as reasonably practicable after such
material is electronically filed with the SEC under Securities Exchange Act of 1934, as amended. Information
contained in the website shall not be construed as part of this Form 10-K.

BUSINESS ACTIVITIES--NIGHTCLUBS

Prior to the opening of the first Rick's Cabaret in 1983 in Houston, Texas, the adult entertainment nightclub business
was characterized by small establishments generally managed by their owner. Operating policies of these
establishments were often lax, the sites were generally dimly lit, standards for performers' personal appearance and
personality were not maintained and it was customary for performers to alternate between dancing and waiting tables.
The quantity and quality of bar service was low and food was not frequently offered. Music was usually "hard" rock
and roll, played at a loud level by a disc jockey. Usually, only cash was accepted. Many businessmen felt
uncomfortable in such environments. Recognizing a void in the market for a first-class adult nightclub, we designed
Rick's Cabaret to target the more affluent customer by providing a unique quality entertainment environment. The
following summarizes our areas of operation that distinguish us:

Female Entertainers. Our policy is to maintain high standards for both personal appearance and personality for the
entertainers and waitresses. Of equal importance is a performer's ability to present herself attractively and to engage in
conversation with customers. We prefer that performers who work at our clubs be experienced entertainers. We make
a determination as to whether a particular applicant is suitable based on such factors of appearance, attitude, dress,
communication skills and demeanor. At all clubs, except for our Rick’s Minnesota location, the entertainers are
independent contractors. We do not schedule their work hours.

Management. We often recruit staff from inside the adult entertainment industry, as well as from large restaurant and
club chains, in the belief that management with experience in the sector adds to our ability to grow and attract quality
entertainers as well as clientele. Management with experience is able to train new recruits from outside the industry.
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Compliance Policies/Employees. We have a policy of ensuring that our businesses are operated in conformity with
local, state and federal laws. In particular, we have a "no tolerance" policy as to illegal drug use in or around the
premises. Posters placed throughout the nightclubs reinforce this policy, as do periodic unannounced searches of the
entertainers' lockers. Entertainers and waitresses who arrive for work are not allowed to leave the premises without
notifying management. If an entertainer does leave the premises, she is not allowed to return to work until the next
day. We continually monitor the behavior of entertainers, waitresses and customers to ensure that proper standards of
behavior are observed.

Compliance Policies/Credit Cards. We review all credit card charges made by our customers. We have in place a
formal policy requiring that all credit card charges must be approved, in writing, by management before any charges
are accepted. Management is trained to review credit card charges to ensure that the only charges approved for
payment are for food, drink and entertainment.

Food and Drink. We believe that a key to the success of our branded adult nightclubs is a quality, first-class bar and
restaurant operation to compliment our adult entertainment. We employ service managers who recruit and train
professional wait staff and ensure that each customer receives prompt and courteous service. We employ chefs with
restaurant experience. Our bar managers order inventory and schedule bar staff. We believe that the operation of a first
class restaurant is a necessary component to the operation of a premiere adult cabaret, as is the provision of premium
wine, liquor and beer in order to ensure that the customer perceives and obtains good value. At most locations, our
restaurant operations provide business lunch buffets and full lunch and dinner menu service with hot and cold
appetizers, salads, seafood, steak, and lobster. An extensive selection of quality wines is available at most locations.

10
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Controls. Operational and accounting controls are essential to the successful operation of a cash intensive nightclub
and bar business. At each location, we have designed and implemented internal procedures and controls to ensure the
integrity of our operational and accounting records. Wherever practicable, we separate management personnel from all
cash handling so that management is isolated from and does not handle any cash. We use a combination of accounting
and physical inventory control mechanisms to maintain a high level of integrity in our accounting practices.
Information technology plays a significant role in capturing and analyzing a variety of information to provide
management with the information necessary to efficiently manage and control each nightclub. Deposits of cash and
credit card receipts are reconciled each day to a daily income report. In addition, we review on a daily basis (i) cash
and credit card summaries which tie together all cash and credit card transactions occurring at the front door, the bars
in the club and the cashier station, (ii) a summary of the daily bartenders' check-out reports, and (iii) a daily cash
requirements analysis which reconciles the previous day's cash on hand to the requirements for the next day's
operations. These daily computer reports alert local management of any variances from expected financial results
based on historical norms. We conduct a monthly overview of our financial condition and operating results.

Atmosphere. We maintain a high design standard in our facilities and decor. The furniture and furnishings in the
nightclubs create the feeling of an upscale restaurant. The sound system provides quality sound at levels at which
conversations can still take place. The environment is carefully monitored for music selection, entertainer and waitress
appearance and all aspects of customer service on a continuous basis.

VIP Room. In keeping with our emphasis on serving the upper-end of the businessmen's market, some of our
nightclubs include a VIP room, which is open to individuals who purchase memberships. A VIP room provides a
higher level of service and luxury.

Advertising and Promotion. Our consumer marketing strategy is to position our “Rick's Cabaret” brand clubs as
premiere entertainment facilities that provide exceptional adult entertainment in a fun, yet discreet, environment. We
use a variety of highly targeted methods to reach our customers including hotel publications, local radio, cable
television, newspapers, billboards, taxi-cab reader boards, and the Internet, as well as a variety of promotional
campaigns. These campaigns ensure that the Rick's Cabaret name is kept before the public.

Rick's Cabaret has received a significant amount of media exposure over the years in national magazines such as
Playboy, Penthouse, Glamour Magazine, The Ladies Home Journal, Time Magazine, Time Out New York, and Texas
Monthly Magazine. Segments about Rick's have aired on national and local television programs such as “20/20”,
"Extra" and "Inside Edition", and we have provided entertainers for Pay-Per-View features as well. Business stories
about Rick's Cabaret have appeared in Forbes, Newsweek, The Wall Street Journal, The New York Times, The New
York Post, Los Angeles Times, Houston Business Journal, and numerous other national and regional publications.
Forbes named Rick's Cabaret one of America's 200 Best Small Companies since 2008. Rick's Cabaret has been
profiled in The Wall Street Journal, Fortune, MarketWatch, Corporate Board Member ,Smart Money, USA

Today, The New York Daily News and other publications

11
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NIGHTCLUB LOCATIONS

We currently operate clubs under the name “Rick's Cabaret” in Houston, San Antonio and Fort Worth, Texas (2);
Minneapolis, Minnesota; New York, New York; Austin, Texas and Indianapolis, Indiana. We also operate a similar
nightclub under the name “Tootsie’s Cabaret” in Miami Gardens, Florida. We also operate a total of four nightclubs (one
in Houston, one in Dallas, one in Charlotte, North Carolina and one in Philadelphia, Pennsylvania), as “Club Onyx”,
upscale venues that welcome all customers but cater especially to urban professionals, businessmen and professional
athletes. Additionally, we own six nightclubs that operate as “XTC Cabaret” in San Antonio, Austin, Dallas, Fort Worth
and two in Houston, Texas, one that operates as “Cabaret East”, one that operates as "Cabaret North" in Fort Worth and
one that operates as “Downtown Cabaret” in Minneapolis. We also own a 40% interest in one club that operates as “The
Mansion” in Austin and 50% of a club that has not yet opened in Los Angeles, California. We sold our New Orleans,
Louisiana nightclub in March 1999, but it continues to use the name “Rick’s Cabaret” under a licensing agreement.

RECENT TRANSACTIONS

See Note M of Notes to Consolidated Financial Statements for acquisitions during fiscal years ended September 30,
2010 and 2011.

Fiscal Year 2012 Acquisitions

The New West

Our wholly owned subsidiary, RCI Dining Services (Tarrant County), Inc., a Texas Corporation (“RCI Tarrant
County”), entered into an Agreement for Purchase and Sale of Membership Units with Fred McDonald (“Seller”) for the
purchase of 100% of the membership units of 12291 CBW, LLC (12291 CBW?”). 12291 CBW owned and operated an
adult entertainment cabaret known as “The New West” located at 12291 Camp Bowie West, Aledo, Texas. The
Agreement for Purchase and Sale of Membership Units closed October 5, 2011, whereby RCI Tarrant County

acquired the membership units of 12291 CBW for the purchase price of $380,000. The Company now operates the
BYOB club as “Temptations”. The entire purchase price of $380,000 was allocated to SOB license.

12
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Silver City

Our wholly owned subsidiaries, RCI Dining Services (Stemmons), Inc. (“RCI Stemmons”), RCI Dining Services

(Inwood), Inc. (“RCI Inwood”) and RCI Dining Services (Stemmons 2), Inc. (“RCI Dining”) entered into a Stock Purchase
Agreement (the “Prior Agreement”) with Mr. Thanasi Mantas, Green Star, Inc. (“Green Star”), Fine Dining Club, Inc.

(“Fine Dining”), Blue Star Entertainment Inc. (“Blue Star”), Adelphi Group Ltd. (“Adelphi”’) and PNYX Limited Partnership
(“PNYX”). The Prior Agreement was amended on December 28, 2011. On January 11, 2012, (i) Green Star, Fine

Dining, Mr. Mantas, Adelphi, PNYX, RCI Stemmons, RCI Dining and RCI Holdings, Inc., our wholly owned

subsidiary (“RCI Holdings”), entered into a new Stock Purchase Agreement (the “Silver City Purchase Agreement”) and

(i1) Blue Star, Mr. Mantas, PNYX, RCI Inwood and RCI Holdings entered into a separate Stock Purchase Agreement

(the “Blue Star Purchase Agreement”), which was subsequently terminated. The entry into the Silver City Purchase
Agreement and the Blue Star Purchase Agreement terminated the Prior Agreement, as amended.

Green Star owns and operates an adult entertainment cabaret known as “Silver City Cabaret,” located at 7501 N.
Stemmons Freeway, Dallas, Texas 75247. Fine Dining has a concession to provide alcohol sales and services to Green
Star at the Silver City Cabaret. Mr. Mantas owned 100% of the stock of Green Star and Fine Dining. Pursuant to the
Silver City Purchase Agreement, Mr. Mantas agreed to sell (i) all the stock of Green Star to RCI Stemmons for the
purchase price of $1,400,000 in the form of a promissory note and (ii) all the stock of Fine Dining to RCI Fine Dining
for the purchase price of $100,000 in the form of a promissory note. Each of the promissory notes are payable over 11
years and have an adjustable interest rate of 5.5%. This transaction closed on January 17, 2012.

Adelphi owned the real properties where the Silver City Cabaret is located, including 7501 N. Stemmons Freeway,
Dallas, Texas 75247 and 7600 John West Carpenter Freeway, Dallas, Texas 75247, and PNYX owned certain adjacent
real property at 7506 John West Carpenter Freeway, Dallas, Texas 75247. In transactions related to the Prior
Agreement, Adelphi and PNYX had previously entered into real estate purchase agreements with RCI Holdings on
November 17, 2011, which agreements were subsequently amended as part of the Silver City Purchase Agreement
transaction. Pursuant to the real estate purchase agreements, as amended, (i) Adelphi agreed to sell the real properties
at 7501 N. Stemmons and 7600 John West Carpenter for the purchase price of $6,500,000, payable $300,000 in cash
and $6,200,000 in the form of an adjustable 5.5% promissory note that is payable over 11 years, and (ii) PNYX agreed
to sell the real property at 7506 John West Carpenter for the purchase price of $1,000,000, payable $700,000 in cash
and $300,000 in the form of an adjustable 5.5% promissory note that is payable over 11 years. The real estate
transactions closed contemporaneously with the Silver City Purchase Agreement.

At closing of the Silver City Purchase Agreement transactions, Mr. Mantas entered into a Non-Competition
Agreement providing for him to not compete with our subsidiaries by owning, participating or operating an
establishment featuring adult entertainment within Dallas County and all contiguous counties (excepting the property
located at 1449 Inwood Road, Dallas, Texas 75247).

13
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The following information summarizes the allocation of fair values assigned to the assets and liabilities at the
purchase date.

(in thousands)

Building, land and contents $6,510
Equipment and furniture 130
Noncompete 100
Inventory and other current assets 47
Goodwill 774
SOB licenses 2,213
Deferred taxes (774 )
Net assets $9,000

The allocation of fair values are preliminary amounts and are subject to change in the future during the measurement
period.

The Company incurred approximately $76,000 in legal costs associated with the acquisition, which are included in
legal and professional expense in the accompanying consolidated statement of income.

Goodwill in the acquisition represents the offset to the deferred tax liability recorded as a result of the difference in the
basis of the net assets for tax and financial purposes. The goodwill is not deductible for income tax purposes. The
results of operations of these entities are included in the Company’s consolidated results of operations since January
17, 2012. This acquisition was made to further the Company’s growth objective of acquiring nightclubs that will
quickly contribute to the Company’s earnings per share. Proforma results of operations have not been provided, as the
amounts were not deemed material to the consolidated financial statements.

14
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Jaguars

On August 3, 2012, our wholly owned subsidiary, Jaguars Acquisition, Inc. (“JAI”), entered into a Purchase Agreement
(the “Purchase Agreement”) with Bryan S. Foster and 13 entities owned by him (the “Companies”), to acquire nine
operating adult cabarets and two other licensed locations under development (collectively, the “Foster Clubs”). Ten of
the clubs are located in Texas, including clubs in Tye (near Abilene), Lubbock (two clubs), Odessa (two clubs), El
Paso, Harlingen, Longview, Edinburg and Beaumont, and one club is located in Phoenix, Arizona. On September 17,
2012, the parties entered into an Amendment to Purchase Agreement, whereby the Beaumont acquisition will be
effected through an asset purchase rather than a stock purchase. The Amendment also made minor changes to certain
representations and warranties within the Purchase Agreement.

On September 17, 2012, JAI and its subsidiaries closed the transactions contemplated by the Purchase Agreement, as
amended, and completed the acquisitions of nine of the 11 Foster Clubs. The acquisitions of the remaining two clubs,
which are located in Longview and Beaumont, closed on September 28, 2012 and October 12, 2012, respectively. As
consideration for the purchase of the Foster Clubs, JAI and its subsidiaries paid to Foster and the Companies at

closing $3,500,000 cash and $22,000,000 pursuant to a secured promissory note (the “Club Note”). The Club Note bears
interest at the rate of 9.5% per annum, is payable in 144 equal monthly installments and is secured by the assets
purchased from the Companies. Upon closing of the Real Estate Agreement (as defined below), JAI and its

subsidiaries paid Foster an additional $500,000 cash.

The Club Note also provides that in the event any regulatory or administrative authority seeks to enforce or attempts

to collect any tax or obligation or liability that may be due pursuant to the Texas Patron Tax (sometimes referred to as
the “Pole Tax”) or related legislation, then the then outstanding principal amount of the Club Note, as of the date the tax
is enforced, will immediately be reduced by an amount calculated by multiplying 1,200,000 by the dollar amount of

the per-person tax implemented (the “Reduction Amount”). The Reduction Amount cannot exceed $6,000,000. By way
of example, if exactly two years after closing, a $2.00 per person tax is implemented and enforced, the Reduction
Amount would be $2,400,000 and the then principal amount of the Club Note would be reduced $2,400,000. The

Texas Patron Tax is currently enacted to be $5 per person which would equate to a $6,000,000 Reduction Amount if
enforced.

At closing of the Purchase Agreement, Mr. Foster entered into a five-year non-competition agreement providing for
him to not compete with us or our subsidiaries by owning, participating or operating an establishment featuring adult
entertainment within a radius of 50 miles of the location of any of the adult clubs owned by our subsidiaries,
excluding the adult cabaret located at 11327 Reeder Road, Dallas, Texas, 75229.

In connection with the Purchase Agreement, our wholly owned subsidiary, Jaguars Holdings, Inc. (“JHI”), entered into a
Commercial Contract (the “Real Estate Agreement”), which agreement provides for JHI to purchase the real estate
where the Foster Clubs are located. The transactions contemplated by the Real Estate Agreement closed on October

15
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16, 2012. The purchase price of the real estate was $10.1 million (discounted to $9.6 million as explained below) and
was paid with $350,000 in cash, $9.1 million mortgage notes, including the assumption of approximately $4.2 million
in notes, and an agreement to make a one-time payment of $650,000 in twelve years that bears no interest. The note
bears interest at the rate of 9.5%, is payable in 143 equal monthly installments and is secured by the real estate
properties. We will record a debt discount of $431,252 related to the one-time payment of $650,000.

The following information summarizes the allocation of fair values assigned to the assets and liabilities at the
purchase date.

(in thousands)

Buildings and land $10,014
Equipment and furniture 478
Noncompete 450
Inventory and other current assets 16
Goodwill 18,754
SOB licenses 5,923
Net assets $35,635
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The allocation of fair values are preliminary amounts and are subject to change in the future during the measurement
period.

The Company incurred approximately $316,000 in legal costs associated with the acquisition, which are included in
legal and professional expense in the accompanying consolidated statement of income.

The results of operations of these entities are included in the Company’s consolidated results of operations since
September 17, 2012. This acquisition was made to further the Company’s growth objective of acquiring nightclubs that
will quickly contribute to the Company’s earnings per share.

BUSINESS ACTIVITIES - MEDIA GROUP

The RCI Media Group is the leading business communications company serving the multi-billion-dollar adult
nightclubs industry. It owns a national industry convention and tradeshow; two national industry trade publications;
two national industry awards shows; and more than 25 industry websites. Included in the Media Group is ED
Publications, publishers of the bimonthly ED Club Bulletin, the only national business magazine serving the
3,500-plus adult nightclubs in North America, which have annual revenues in excess of $5 billion, according to the
Association of Club Executives. ED Publications, founded in 1991, also publishes the Annual VIP Guide of adult
nightclubs, touring entertainers and industry vendors; produces the Annual Gentlemen’s Club Owners EXPO, a
national convention and tradeshow which marked its 20-Year Anniversary in 2012; and offers the exclusive ED VIP
Club Card, honored at more than 850 adult nightclubs. Also in the Media Group is Storerotica, founded in 2004,
which publishes the bimonthly Storerotica Magazine, the industry trade publication for the multi-billion-dollar erotic
apparel and adult novelty retail sales industries. The Media Group produces two nationally recognized industry
awards show for the readers of both ED Club Bulletin and Storerotica magazines, and maintains a number of B-to-B
and consumer websites for both industries.

COMPETITION

The adult entertainment business is highly competitive with respect to price, service and location. All of our
nightclubs compete with a number of locally owned adult clubs, some of whose names may have name recognition
that equals that of ours. While there may be restrictions on the location of a so-called "sexually oriented business",
there are low barriers to entry into the adult cabaret entertainment market. The names "Rick's" and "Rick's Cabaret",
“Tootsie’s Cabaret”, "XTC Cabaret" and “Club Onyx” are proprietary. We believe that the combination of our existing
brand name recognition and the distinctive entertainment environment that we have created will allow us to compete
effectively in the industry and within the cities where we operate. The sexually oriented business industry is highly
competitive with respect to price, service and location, as well as the professionalism of the entertainers. Although we
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believe that we are well positioned to compete successfully, there can be no assurance that we will be able to maintain
our high level of name recognition and prestige within the marketplace.

GOVERNMENTAL REGULATIONS

We are subject to various federal, state and local laws affecting our business activities. In particular, in Texas the
authority to issue a permit to sell alcoholic beverages is governed by the Texas Alcoholic Beverage Commission
(“TABC”), which has the authority, in its discretion, to issue the appropriate permits. We presently hold a Mixed
Beverage Permit and a Late Hour Permit at numerous Texas locations. Previously subject to annual renewal, the
TABC recently changed to a renewal every two years, provided we have complied with all rules and regulations
governing the permits. Renewal of a permit is subject to protest, which may be made by a law enforcement agency or
by the public. In the event of a protest, the TABC may hold a hearing at which time the views of interested parties are
expressed. The TABC has the authority after such hearing not to issue a renewal of the protested alcoholic beverage
permit. Rick's has never been the subject of a protest hearing against the renewal of Permits. Minnesota, North
Carolina, Nevada, Pennsylvania, Florida, and New York have similar laws that may limit the availability of a permit
to sell alcoholic beverages or that may provide for suspension or revocation of a permit to sell alcoholic beverages in
certain circumstances. It is our policy, prior to expanding into any new market, to take steps to ensure compliance
with all licensing and regulatory requirements for the sale of alcoholic beverages as well as the sale of food.

In addition to various regulatory requirements affecting the sale of alcoholic beverages, in many cities where we
operate, the location of a adult entertainment cabaret is subject to restriction by city ordinance. For example, adult
entertainment nightclubs in Houston, Texas are subject to "The Sexually Oriented Business Ordinance", which
contains prohibitions on the location of an adult cabaret (see “Legal Proceedings" herein). The prohibitions deal
generally with distance from schools, churches, and other sexually oriented businesses and contain restrictions based
on the percentage of residences within the immediate vicinity of the sexually oriented business. The granting of a
Sexually Oriented Business Permit is not subject to discretion; the Business Permit must be granted if the proposed
operation satisfies the requirements of the Ordinance. In all states where we operate, management believes we are in
compliance with applicable city, county, state or other local laws governing the sale of alcohol and sexually oriented
businesses.
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TRADEMARKS

Our rights to the tradenames "Rick's", "Rick's Cabaret", “Tootsie’s Cabaret”, “Club Onyx” and “XTC Cabaret” are
established under common law, based upon our substantial and continuous use of these tradenames in interstate

commerce since at least as early as 1987. We have registered our service mark, “RICK'S AND STARS DESIGN", with

the United States Patent and Trademark Office. We have also obtained service mark registrations from the Patent and
Trademark Office for the “RICK’S”, "RICK'S CABARET", “CLUB ONYX"”, “XTC CABARET” and “EXOTIC DANCER”
service marks. Applications for trademarks have been filed for the “Silver City Cabaret” and “Jaguars” service marks. The
United States Patent and Trademark Office has not yet issued trademarks for these service marks and likely will not

do so for several months. We also own the rights to numerous tradenames associated with our media division. There

can be no assurance that the steps we have taken to protect our service marks will be adequate to deter

misappropriation.

EMPLOYEES AND INDEPENDENT CONTRACTORS

As of September 30, 2012, we and our subsidiaries had approximately 1,400 employees, of which approximately 140
are in management positions, including corporate and administrative operations and approximately 1,260 of which are
engaged in entertainment, food and beverage service, including bartenders, waitresses, and entertainers. None of our
employees are represented by a union. We consider our employee relations to be good. Additionally, as of September
30, 2012, we had independent contractor relationships with approximately 3,000 entertainers, who are self-employed
and conduct business at our locations on a non-exclusive basis as independent contractors. Our entertainers in
Minneapolis, Minnesota act as commissioned employees. We believe that the adult entertainment industry standard of
treating entertainers as independent contractors provides u